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EXAM NER' S COMVENTS AND CONCLUSI ONS 00000-0

SCOPE OF EXAM NATI ON

A review of conpliance with applicable consunmer protection and fair |ending | ans and
regul ati ons was conducted at the Bank of Anytown’s main office, Anytown, Anystate,
begi nning July 1, 19xx. The review included an evaluation of the financia
institution’s Cormunity Reinvestnent Act (CRA) performance.

CONSUMER COWPLI ANCE RATI NG

A Consuner Conpliance Rating of “3" is assigned. Generally, an institution in this
category is in a less than satisfactory conpliance position. Refer to supporting
i nformation bel ow

COVMUNI TY REI NVESTMENT ACT RATI NG

A CRArating of "Satisfactory” is assigned. Refer to supporting information bel ow.

COVPLI ANCE W TH BOARD RESOLUTI ON

The FDIC s previous Conpliance Examination dated March 13, 19xx, identified the
institution as having an unsatisfactory conpliance posture. In response to the

exam nation findings, the institution's board of directors adopted a Board Resol ution
on May 13, 19xx, to correct the identified weaknesses and deficiencies. The Board
Resol ution contained five provisions. The institution is deened to be in partia
conpliance with two provisions and non-conpliance with the remai ning three provisions.
There is no evidence that managenent has taken action to conply with three of the
provi si ons.

Due to the institution's continued | ess than satisfactory conpliance posture, the board
of directors will be asked to sign a Menorandum of Understanding with the Regi ona
Manager for the Any Region. Refer to pages 1.a.1 and 1.a.2 for a detailed discussion
on the financial institution's conpliance with each provision of the Board Resol ution

SI GNI FI CANT EXAM NATI ON FI NDI NGS

Subst antive violations of consuner protection |aws and regul ati ons were noted in
several areas, including:

€ Truth in Lending reinbursable violations

€ Hone Mbrtgage Disclosure Act requiring the collection and maintenance of
the financial institution's | oan application register(LAR

€ Fl ood i nsurance regul ati ons regarding fl ood hazard area determni nati ons

€ Real Estate Settlenent Procedures Act regarding the disclosure of

rel ati onshi ps between the financial institution and the provider of

settl enent services

Truth in Savings concerning account renewal notices

Interest on Deposits concerning eligibility for NOWaccounts

a b
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EXAM NER' S COMVENTS AND CONCLUSI ONS 00000-0

SI GNI FI CANT EXAM NATI ON FI NDI NGS (conti nued)

O her Significant violations were noted in the areas of Truth in Lending, Fair Housing,
Real Estate Settlenent Procedures, Equal Credit Opportunity, Truth in Savings,

Expedi ted Funds Availability, and El ectronic Fund Transfers. Many of these violations
have a material effect on a consuner's ability to obtain or shop for credit and other
services. Several of these violations are systemw de. Refer to the Significant

Vi ol ati ons beginning on page 2.1 for conplete details regarding all cited violations.

REI MBURSABLE VI OLATI ONS

Rei mbur sement nust be nmade to consunmers on nunerous unsecured | oans | ess than $10, 000
that were assessed fees for credit life and credit disability insurance as a condition
of credit. A clear pattern or practice has been established where Truth in Lending

di scl osure statenents provided to borrowers failed to accurately disclose the annua
percentage rate (APR) and finance charge. Finance charges and APRs were understated in
excess of the tolerance pernmitted by |aw.

Under the provisions of Section 108 of the Truth in Lending Act (TILA), the loans are
subj ect to reinbursenent and the institution nust nmake appropriate cal cul ated

adj ust rents based on the greater of the understated APR or finance charge on those

| oans in which the understatenent exceeds the permitted tolerance. Refer to pages 2.1
and 2.a.1 for additional details regarding these violations and for specific reference
to applicable sections of the Truth in Lending Act and Federal Reserve Board Regul ation
Z, Part 226.

During the exami nation, the financial institution conducted a file search to determ ne
t he nunber of affected |oans and the anmpbunt of reinbursenent. Rei nmbursenent was
estimated to affect 53 loans in the total anpunt of $10, 725.

| NACCURATE MORTGAGE LOAN DATA REPORTI NG

Vi ol ati ons of Regul ation C concerni ng Hone Mrtgage Di sclosure and of Part 338 of FDIC
Rul es and Regul ations concerning Fair Housing were noted with regard to the

i naccuracies on the financial institution' s |oan application register. These

viol ations involve the inaccurate reporting of race, income, type of application

pur pose of the application, and owner occupancy status of the dwelling for home | oan
applications in both 19xx and 19xx. Regulation C and Part 338 violations were al so
found on last year’s LAR, which was subnitted on March 1 of this year

According to the provisions of Part 338 of FDIC Rul es and Regul ati ons, the LAR nust be
accurately updated within thirty days of action taken. Many of the current year’s LAR
entries were, as with the previous year, found to be inaccurate.

These viol ati ons cause concern because the financial institution’s LAR and Hone

Mort gage Di scl osure Act (HVDA) Statenents are fundanmental tools used by exam ners and
the public to assess the financial institution’s CRA and fair |ending performance. The
board is requested to ensure that the 19xx LAR is corrected and resubnmitted to the
Federal Reserve Board as soon as possible. The 19xx LAR should al so be corrected as
soon as practical, and steps should be taken to ensure it is correctly updated within
thirty days of action taken on any home | oan request. Managenent shoul d be aware that
civil nmoney penalties may be inposed for HVDA errors.
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EXAM NER' S COMVENTS AND CONCLUSI ONS 00000-0

FLOOD | NSURANCE

Part 339 of the FDIC Rul es and Regul ations requires a |l ender to deterni ne whether

prior to the extension of credit, any inproved real estate securing the proposed
extension of credit is located in a flood hazard area. Violations, beginning on page
2.3 of this Conpliance Report of Exanination, concern a systemw de failure on the part
of the institution to determnine whether nobile hones used as collateral were located in
a designated flood hazard area. The financial institution’s failure to conply with this
regul ation has resulted in a civil lawsuit. The plaintiff has alleged that the
institution's failure to deternine and to advise himwhether his nmobile hone was
located in a flood hazard area resulted in its destruction. The financial institution
failed to conply with this requirement with respect to at |east five other |oans
secured by nobil e hones.

The institution nust conduct a loan file search to identify any additional borrowers
whose | oans were not subject to a prior deternmination as to their location in a flood
hazard area. For any properties found to be in a flood hazard area, the financia
institution nmust notify borrowers in accordance with fl ood i nsurance regul ation

requi renents and ensure that borrowers purchase the m ni nrum anmount of flood insurance
as required by Federal regul ations.

DI SCLOSURE OF RELATI ONSHI P W TH LAW FI RM

Good faith estimates of closing costs, provided to nortgage | oan applicants at the tine
of application, must include certain specified information relative to any required
providers of settlement services. The financial institution requires the use of the
law firmof Mrton, Mrton, & Gray to represent its interests at certain nortgage |oan
cl osings, and requires the borrower to pay for these services. Good faith estimates
provided to five borrowers during the previous year did not include the required
information detailing the financial institution’s relationship with this firm
Additionally, one of the institution's directors, Mckey Mrton, is a principal in the
law firm

As a result of Director Mdrton's relationship with both entities, the Real Estate

Settl ement Procedures Act (RESPA) requires the additional disclosure of the “Controlled
Busi ness Arrangenent” (CBA) to applicable nortgage |oan applicants. Bank of Anytown
has not provided these disclosures to any nortgage | oan applicants. This failure is a
vi ol ation of Section 8 of RESPA and Sections 3500.7 and 3500. 15 of Regul ation X,
RESPA' s i npl enenting regul ation. Section 8 of RESPA provides for fines up to three

ti mes the ambunt of any fee involved, or incarceration for not nore than one year, or
both, for violations of the above-cited sections. Management should take i mediate
steps to correct the noted situation

LACK OF ADEQUATE COWPLI ANCE PROGRAM

The nunber, nature, and severity of violations cited herein indicate a failure by
managenment to provide for an effective conpliance program Violations of 33 sections
of lawin 12 regulatory areas are cited. The violations are primarily attributed to
enpl oyees’ lack of famliarity with consuner protection and fair |ending | aws,
managenment’s failure to inplenent adequate nmonitoring controls, and the board s failure
to properly supervise the conpliance program Al so, Conpliance Oficer Snmith does not
have sufficient tine or resources to inplenent an adequate conpliance program
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EXAM NER' S COMVENTS AND CONCLUSI ONS 00000-0

LACK OF ADEQUATE COMPLI ANCE PROGRAM ( cont i nued)

Conmpliance Oficer Smth also serves as the institution’s |oan, CRA Bank Secrecy Act,
and Security Oficer. Serving in all these capacities does not allow himsufficient
time to properly supervise the conpliance program Assistance for Conpliance Oficer
Smith or a redistribution of certain of his duties is recoormended. As an alternative,
the financial institution nmay consider establishing a conpliance committee to oversee
t hese prograns.

Training is reconmended for all staff to ensure that personnel have sufficient

knowl edge of the consuner protection and fair lending | aws and regul ations to properly
performtheir duties. Also, managenent shoul d ensure that Conpliance Oficer Snith
recei ves conprehensive ongoing training. It is critical that the designated conpliance
officer mmintain a strong know edge of all consuner protection and fair |ending | aws
and regul ations, and be able to provide training to applicable enployees. Training
weaknesses appear to be the prinmary cause for many of the cited violations, especially
in the areas of Honme Mortgage Di sclosure and Fair Housi ng.

A system of nonitoring the final products of each departnent, such as Truth in Lending
di scl osure statenents, the | oan application register, and periodic deposit account
statements, for conpliance with all applicable I aws and regul ati ons, should be

i mpl enented. The nonitoring should be done by an individual other than the origina

pr eparer.

COVMUNI TY REI NVESTMENT

The financial institution's performance with regard to the Community Rei nvestnent Act
(CRA) is considered “Satisfactory”. Lending performance denponstrates good

responsi veness to credit needs in the assessment area with a 65 percent | oan-to-deposit
ratio. A variety of credit products are offered and extended including residentia

nort gage | oans, snmll business | oans, and consuner |oans. Eighty-five percent of
outstanding loans are in the assessment area. Distribution of |oans to busi nesses and
i ndividuals of different incone levels is reasonable. The institution offers the “Good
Loan” programto econonically disadvantaged individuals for home purchase and hone

i mprovenment | oans. This program has been well received by Anytown residents and
conmunity response has been trenendous. As of March 31, 19xx, 154 “Good Loan” credits
totaling $6,012, 345 are outstanding. On January 1, 19xx, Bank of Anytown initiated the
“Revitalize Anytown” program for affordable housing targeted to | ow and noder at e-

i ncome individuals. These |oans now total $245,678 for 26 | oans. Refer to the CRA
Public Evaluation for a conplete discussion of the institution’ s CRA performance.

MEETI NG W TH MANAGEMENT

FDI C Exaniners V. R Sharp and Charles M Young nmet with President and Chief Executive
O ficer Patrick J. Rogers and Conpliance Oficer Anthony Smith on July 15, 19xx, to

di scuss the exani nation findings, the recomrended conposite ratings for conpliance and
CRA, and the recomended enforcenent actions. M. Rogers was advised of the
recomendati on that the financial institution reinmburse applicable custoners for

i naccurate disclosures of credit life and credit disability insurance fees. Managenent
was reninded that certain infractions of the Hone Mrtgage Di scl osure Act

MEETI NG W TH MANAGEMENT (conti nued)

provide for the assessnment of civil nmoney penalties for inaccurate reporting of HVDA
LAR data. The Real Estate Settlement Procedures Act al so provides for the assessnent
of fines or inprisonnent, or both, for failure to provide disclosures related to
control | ed busi ness arrangenents.

Presi dent Rogers promised to review, correct, and resubnit the 19xx HVDA LAR within 30
days. Both officers conmitted to inproved internal review procedures and to inplenent
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EXAM NER' S COMVENTS AND CONCLUSI ONS 00000-0

training to address the issues cited at this exam nation. President Rogers deferred
his comm tnent regarding the Truth in Lending reinmbursenment until the nmeeting with the
boar d.

MEETI NG W TH THE BOARD OF DI RECTORS

FDI C Examiners V. R Sharp and Adam Smart and Field O fice Supervisor |Ima Freedom net
with the full board of directors on July 20, 19xx. Conpliance Oficer Smth al so
attended the neeting. Exam nation findings, including Truth in Lending rei nbursenent
requi renents and potential penalties for certain HVDA and RESPA infractions were
summari zed by Exami ner Sharp. The board was informed of the exami ner reconmended
conpl i ance and CRA conposite ratings, and enforcenent action.

The directors were receptive to the exam ner’s reconmendati ons and agreed to inprove
enpl oyee training in the areas of the conpliance program noted as deficient. The
directors expressed positive comments regarding the revised CRA regul ation requirenents
and were pleased the exam ners were in the bank less tine than in previous conpliance
exam nations. Director B. Z Bode committed that the board woul d direct nmanagenent to
strengthen HVDA training to elimnate HVDA reporting infractions. Director C. M Roar
prom sed that reinbursenent to applicable customers would commence upon receipt of

i nstruction fromthe Anytown Regional Ofice.

Exam ner (Signature) Regi onal Manager (Signature)
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COVPLI ANCE W TH ENFORCEMENT ACTI ONS 00000-0

As a result of the previous Conpliance Exam nation, the directorate agreed to adopt a
Board Resol ution designed to correct the institution’s unsatisfactory conpliance
posture. Detailed below are the provisions of the Board Resolution, as well as an
assessment of the financial institution's performance with respect to each

The Board of Directors of Bank of Anytown, Anytown, Anystate, resolve to initiate the
followi ng actions to correct certain deficiencies noted in the Conpliance Report of
Exam nation, dated March 13, 19xx, as prepared by Exami ner Ken J. Prep of the Federa
Deposit | nsurance Corporation

1. Appoi nt a Conpliance Oficer to oversee and coordi nate the financial
institution's overall conpliance efforts. The Conpliance Oficer shall be
responsi ble for training and supervising all affected personnel in conpliance
related matters and shall be given necessary authority to inplenent appropriate
conpl i ance procedures. The Conpliance Oficer shall also be given sufficient
time and resources to carry out his duties.

Shortly after the previous Conpliance Exam nation, the board of directors voted to
appoi nt Assistant Vice President Anthony Smith as the institution's Conpliance Oficer,
as well as CRA, Bank Secrecy, and Security O ficer. While the financial institution
has met the initial requirenment of the above provision by appointing Vice President
Smith Conpliance Oficer, managenent has done little else to conply with the remaining
conditions of this provision

VWiile M. Snmith holds the official title of Conpliance Officer, he exercises m ninal
oversight of the institution’s conpliance activities. He has conducted no training of
personnel, and may not have sufficient authority to correct problem areas when they are
identified, as indicated by the serious violations of RESPA cited in this report. M.
Smith clearly has insufficient tine to acconplish his duties. H's responsibilities as
a full tinme | ender and the CRA, Bank Secrecy, and Security O ficer, provide himlittle
time to concentrate on any single area, with the result that all areas have suffered.

2. Ensure that the Conpliance O ficer receives necessary training as soon as
possi bl e after assuming his or her duties.

Conpliance Oficer Smith requested and was approved on two occasions to attend the ABA
Conpl i ance School in Norman, Oklahonm, but was subsequently prevented from attendi ng
because of the demands of the nmultiple positions he fills. M. Smth maintains the
institution’s copy of the FDI C Laws, Rules, and Related Acts, where all conpliance

rel ated regul ations are contained, but has had little tine to research conpliance

rel ated questions and issues because of his job demands. The financial institution is
clearly not in conpliance with the above provision

3. Adopt a witten conpliance programthat includes appropriate internal controls
and training of personnel in all bank functions related to conpliance.

This task was assigned to Conpliance Officer Smith shortly after his appointnment as
Conpl i ance Oficer. However, because of his nunerous other responsibilities, M. Smith
has only produced a few rough draft pages of such a program The financial institution
is not in conpliance with the above provision

FDIC 6410/16 (12-93) lal



COVPLI ANCE W TH ENFORCEMENT ACTI ONS 00000-0

4. Institute a review procedure whereby | oan disclosure statenments and adverse
action notices are reviewed by a know edgeabl e individual, other that the
preparer, prior to issuance

The financial institution has taken no actions to conply with the above provision.

5. Direct managenent to correct all violations listed in the Conpliance Report of
Exam nation dated March 13, 19xx, and institute appropriate procedures to prevent
their recurrence

The financial institution corrected all but one violation fromthe previous

exam nation. During the current exanination, five ineligible for-profit entities were
found to be hol ding NOW accounts in violation of Part 329 of FDI C Rules and

Regul ations. One of these entities was identified as ineligible during the previous
exam nation. Although it has made significant efforts, the financial institution is
not in full conpliance with the above provision

Due to the institution's continued | ess than satisfactory conpliance posture, the board
of directors will be asked to sign a Menorandum of Understanding with the Regi ona
Manager for the Any Region.
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SI GNI FI CANT VI OLATI ONS 00000-0

The Significant Violations Page includes those violations that are recurrent, systemwi de, willful or especially
serious. Individually or collectively these violations represent concern and require imredi ate corrective action
by the financial institution.

SUBSTANTI VE VI OLATI ONS

A critical violation, act, or onmission that interferes with the fundamental purpose of the relevant |aw or
regulation in relation to the institution.

TRUTH I N LENDI NG - C osed-End Credit

Fifty-six consumer loan files were reviewed to determne conpliance with all applicable
lending related | aws and regul ati ons. The sanpl e included 12 home purchase | oans, 12 home
refinance | oans, seven hone inprovenent |oans, and 25 non-real estate rel ated consumer

| oans. Compliance Oficer Snith reports that sone of the home inprovenent | oans were
probably coded as personal |oans on the financial institution's loan trial bal ance.

REI MBURSABLE VI CLATI ONS

Section 226.18(e) of Regulation Z requires that the annual percentage rate be accurately
di scl osed, as defined in Section 226.22(a). [083502]

Section 226.18(d)of Regulation Z requires inclusion of charges or premunms for credit,
life, accident, health or loss of incone insurance in finance charge disclosure, if the
conditions as described in section 226.4(d)(1) are not nmet. [082703]

Section 108(e) (1) of the Truth in Lending Act requires the FDIC to order creditors to nmake
nonetary adjustnments to the accounts of consuners in cases where the annual percentage
rate has been understated by nore than the allowed tol erance. [099001]

The Consuner Loan Policy indicates that, for any extension of unsecured credit under

$10, 000. 00, the borrower must purchase credit |ife and credit disability insurance. A
review of the Truth in Lending disclosure statenents for eight consuner | oans under

$10, 000 i ndicates that these requirements were not disclosed as a condition of credit and
t he consuner did not authorize the charges.

A revi ew of | oan docunentation did not reveal any independent authorization by the
borrower for the purchase of the insurance. Therefore, the inclusion of the insurance fees
in the amount financed is deened to be a violation and rei nbursable under the Truth in
Lendi ng Act. The understatenents exceeded the accuracy tol erance allowed by the Truth in
Lendi ng Act and Regul ation Z for purposes of reinbursement. O the eight |oans reviewed,
eight were found to have reinbursable violations, therefore, the om ssion of these charges
in calculating the finance charge is considered a pattern. Managenment estinates that
approxi matel y 200 unsecured | oans were granted over the past two year.

The financial institution nust make rei nbursement based upon the greater of (1) the

di fference between the actual and understated annual percentage rate or (2) the difference
between the actual and understated finance charge. The financial institution nust conduct
a conplete file search to identify all affected loans. The file search should consist of
al | unsecured consuner |oans |ess than $10,000 that were originated since the |ast

exam nation or since the institution began charging the fee, whichever is later.

Rei nbursermrent will not be required for paid loans if the violation occurred in a
transacti on consunmated nore than two years prior to the date of the current exam nation
Refer to page 2.a.1 for information concerning the APR and rei nbursenent cal cul ati ons.

Presi dent Rogers and Conpliance Oficer Smth stated they were not aware that the Truth in
Lendi ng di scl osure formdid not provide the required notice concerning nandatory credit
life and credit disability insurance. The institution has created a separate docunent
maki ng the required disclosure and providing it to the borrowers for their review and
signature
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SI GNI FI CANT VI OLATI ONS  (Conti nued) 00000-0

HOVE MORTGAGE DI SCLOSURE

Section 203.4(a) of Regulation C requires a nonexenpt bank to collect certain data on
applications for, and originations, purchases and refinancings of, home purchase and hone
i mproverment | oans for each cal endar year. These transactions shall be recorded on a
register in the format prescribed in Appendix A. The data nust include the foll ow ng
items:

(1) A nunber for the loan or |oan application, and the date the application was
received.

(2) The type and purpose of the loans (including nultifamly dwellings).
(3) The owner-occupancy status of the property to which the |oan rel ates.
(4) The ampunt of the | oan or application.

(5) The type of action taken, and the date.

(6) The location of the property to which the loan relates, by MSA state, county,
and census tract, if the institution has a honme or a branch office in that MSA

(7) The race or national origin and sex of the applicant or borrower, and the gross
annual income relied upon in processing the application.

(8) The type of entity purchasing a loan that the institution originates or
purchases and then sells within the sane cal endar year. [370102]

The financial institution entered a total of 63 loans on its Loan Application Register
(LAR for cal endar year 19xx. A conparison of 25 LAR lines with the underlying | oan
files revealed that the LAR contai ned nany inaccuraci es and several om ssions.

O the 25 LAR lines reviewed, 52 data el enments were inaccurately recorded for a total data
error rate of 10.95%[52/(25 x 19 possible data errors)]. Inaccurately recorded data

el ements included: applicant’s race, income, the type of application, the purpose of the
appl i cation, and the owner-occupancy status of the dwelling.

The review al so found nunmerous errors in two key loan LAR data colums. In 17 of 25 LAR
lines reviewed, race for applicants or co-applicants was incorrectly recorded as Amrerican
Indian. The actual applications for these 17 lines identified the race of 15

appl i cants/co-applicants as white. The remaining two applicants/co-applicants, the
applicants did not provide their race. The data colum error rate for race is 68% In
nine of the 25 LAR lines reviewed, the applicant incone reported was the applicant’s gross
annual incone, as required, but the anount entered was not to thousands. The incone
colum error rate is 36%(9/25). The total key colum error rate for this sanpling is
20.8% [ (17 + 9)/(5 key data colums x 25)]. HVDA errors of this magnitude nmay result in
the inposition of civil noney penalties.

A review of 31 HVDA reportabl e | oans originated by the financial institution revealed two
i nstances where the institution failed to include the | oans on the LAR A review of
denied loan files showed that one HVDA reportable | oan was omtted fromthe LAR

In 19xx, the responsibility for conpleting the LAR on a nonthly basis was assigned to the
| oan department’s secretarial staff. These individuals were not provided any training on
t he purpose of the LAR and were given only |limted guidance on how to properly record | oan
data. In addition, the lending staff did not always collect or record the required data.
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Begi nning in cal endar year 19xx, the responsibility for entering data on the LAR was
assigned to Conpliance Oficer Snith. O the 31 applications recorded on the current
year's LAR only five isolated errors were noted. Wile the adm nistrative change appears
to have largely corrected the inaccurate recording of data on the LAR periodic training
and audits will help to ensure conpliance with this regulation and avoid the inposition of
civil noney penalties.

SI GNI FI CANT VI OLATI ONS (Conti nued) 00000-0

HOVE MORTGAGE DI SCLOSURE ( Conti nued)

This viol ation was di scussed wi th President Rogers and Conpliance Oficer Smth. Bot h
officers expressed dismay at the rate of errors and pronised i mrediate correction. The
revi sed LAR should be sent to the Regional Ofice to ensure proper reporting.

FLOOD | NSURANCE

Section 339.3 of FDIC regul ations prohibits a bank from maki ng, increasing, extending, or
renewi ng a | oan secured by inproved real estate or a nobile hone |ocated in a designated
flood hazard area of a comunity which is participating in the National Flood |Insurance
Program when the underlying security is not covered by flood insurance. [150101]

The financial institution originated a $32,000 | oan secured by a nobile hone to M.

Maxwel | Davis on 02-10-xx. The financial institution failed to determne if the nobile
hone was |l ocated in a flood hazard area at, or prior to, the time the | oan was origi nat ed.
As aresult, the financial institution failed to properly notify M. Davis that his nobile
hone was in a flood hazard zone and require that he obtain flood i nsurance as a condition
of the loan. The subject property subsequently suffered severe damage as a result of
regional flooding. According to flood maps maintained by the financial institution, the
property is located in a designated flood hazard area

Assistant Vice President Moore stated that the nobile home is in a trailer park and since
the loan involved no real estate, he incorrectly believed that the flood insurance
requirements did not apply. M. Davis has filed a | aw suit against the financial
institution to recover his |osses.

Section 339.5 of FDIC regul ations requires the bank to maintain sufficient records to

i ndicate the nethod used by the bank to deternine, for all extensions of credit secured by
i mproved real estate or a nobile hone, whether the properties are located in a designated
fl ood hazard area. [150301]

These record keeping requirenents are clarified in a Financial Institution Letter dated
January 26, 1990 (FIL-9-90) and in Financial Institution Letter dated April 30, 1990 (FIL-
29-90).

If a nobile home securing a loan is located in a trailer park, the financial institution
does not deternine whether the nobile home is located in a flood hazard area. Five of the
31 loans revi ewed were secured by a nobile home located in a trailer park. An additiona
two | oans were secured by a nobile hone as well as the underlying real estate. Both of
these properties were reviewed and found to be outside of any identified flood hazard
area. Exanples of cited violations are |isted bel ow

Nane Dat e Anpunt
Prancy, Tom 01- 07- xx 3, 000
Lovel etter, John 01- 23- xx 4, 800
d ark, Kent 07- 09- xx 10, 200

The failure to determ ne whether a nmobile hone is located in a flood hazard area if the
loan is secured solely by the home itself, without the underlying or surrounding rea
estate, is considered a systemw de violation. The financial institution nust performa
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file search to identify all |oans secured by a nobile hone without any associated real
estate and determine whether the nobile home is located in a flood hazard area.
Additionally, the financial institution nust properly notify all affected borrowers of its
determ nation as required by under Section 339.6 of FD C Rul es and Regul ati ons.

President Rogers stated that flood maps will be used for all |oans secured by nobile homes
and that appropriate docunmentation will be maintained in the appropriate files.

SI GNI FI CANT VI OLATI ONS  (Conti nued) 00000-0

REAL ESTATE SETTLEMENT PROCEDURES

Section 3500.7(e) of Regulation X of the Departnent of Housing and Urban Devel oprent
requires the lender to describe the nature of any rel ationship between each provider and
the I ender. [131801]

Section 3500.15(b) (1) of Regulation X of the Departnent of Housing and Urban Devel opnent
states that a controlled business arrangenent is not a violation of section 8 of RESPA and
of section 3500.14 if the conditions set forth in this section are satisfied. The person
maki ng each referral has provided to each person whose business is referred a witten

di sclosure, in the format of the Controlled Business Arrangement Disclosure Statenent set
forth in appendix D. The disclosures nust be provided on a separate piece of paper no
later than the time of each referral or, if the lender requires use of a particular
provider, the tine of |oan application except for the prescribed exenptions. [134201]

The financial institution requires that customers use the law firmof Mrton, Mrton &
Gay for settlement on all primary purchase |oans over $100,000. Director Mrton is a
principal of this law firmand serves as the institution's attorney. Director Mrton has
conducted all of the institution's real estate nortgage settlements over $100,000 in the
past year. Five of twelve primary residence purchase | oans revi ened exceeded $100, 000.

Al five applicants were required to use Director Morton as their attorney at settl enent
and did not receive good faith estimate disclosures that included information on D rector
Morton's relationships with the financial institution. Below are the nanes of three of
the five applicants who did not receive proper RESPA discl osures:

Nane Note # Dat e Anount Loan Type
Brady, Bob and Billy 356998 04- 05- xx 105, 000 Pur chase
Johnson, Eugene and NMary 376424 10- 11- xx 200, 000 Pur chase
Reed, Austin and Carrie 409261 10- 23- xx 178, 000 Pur chase

Conpliance Oficer Smth stated that the required RESPA i nformati on was not provi ded on
the good faith estimate at the request of Director Morton. Director Mrton was advi sed of
the violations and stated he did not realize the onission of this information was a
violation of |aw

Managenent is rem nded that RESPA provides for penalties for certain infractions including
failure to provide required disclosures regarding controll ed business arrangenents. These
penalties allow for the assessment of civil noney penalties or inprisonnent, or both.

Al though the amount of the fee inposed on borrowers for Attorney Morton’s services appears
consistent with market rates, this situation could be construed as a violation of Section
8 of RESPA regardi ng ki ckbacks and unearned fees. Violations of this nature nay result in
the inposition of civil noney penalties on the institution and/or the settlenent service
provider. Both Director Mrton and Conpliance Oficer Smth stated the required provider
di scl osures woul d be supplied on future good faith estinates.
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TRUTH I N SAVI NGS

Section 230.5(b)(1) of Regulation DD requires that, if maturity of a time account is

| onger than a nonth and automatically renewable, a notice must be mailed or delivered at

| east 30 cal endar days before maturity or 20 cal endar days before the end of a grace
period (if it allows at |east five cal endar days of grace). |If maturity is |longer than
one year, the disclosures under 230.4(b) and the date the account matures must be
provided. |If the interest rate and annual percentage yield for the new account are
unknown, the notice nust state the date these will be determi ned and a tel ephone nunber to
obtain this information. [165501]

The financial institution offers autonatically renewabl e certificates of deposit.
According to the deposit trial balance, the financial institution had a total of 158 such
accounts as of the exam nation date. A though the financial institution's conputer system

SI GNI FI CANT VI OLATI ONS  (Conti nued) 00000-0

TRUTH I N SAVI NGS (conti nued)

has the capability of identifying accounts subject to renewal in advance and can
automatically generate the appropriate disclosure notices, the financial institution has
failed to inplenent this procedure. Such notices have not been provided to custoners
since the effective date of the Truth in Savings Act (June 1993). This deficiency is
consi dered systemw de

This violation occurred due to the institution's unfamliarity with prior maturity notice
requirements and its failure to understand the full capacity of the financial

institution's deposit software program Conpliance Oficer Smth stated that certificates
of deposit subject to automatic renewal will be identified 38 days in advance and the
necessary maturity notice nail ed.

| NTEREST ON DEPOSI TS

Section 329.1(b)(3) of FDIC regul ations prohibits the maintenance of NOW accounts by
certain for-profit corporations, partnerships, or associations. [220101]

An initial review of the interest-bearing deposit account trial balance reveal ed 15 NOWNV
accounts nai ntained by for-profit business corporations or partnerships. Further review
of deposit account agreements and signature cards identified five of the 15 accounts as
bel onging to ineligible for-profit entities in violation of the above section.

This violation type was cited at the previous exam nation. Four exceptions to this rule
were previously identified in the last exam nation. Downtown Auto Inc., one of previously
cited exceptions, was again identified as holding a NOWaccount in violation of Section
329.1(b)(3). Entities identified as ineligible to maintain NONaccounts during the current
exam nation are |isted bel ow

Nane Account _Nunber Dat e Account (pened
Bright Realty, Inc. 6666673512 05- 05- xx

CPP Associ at es 6250064312 not readabl e
Downt own Auto, Inc. 8100653912 08- 26- xXx
Land Corporation 0109729612 01- 30- xx
Furniture Co., Inc. 1835053106 06- 22- xx

President Davis indicated that corrective nmeasures for this deficiency were overl ooked
subsequent to the | ast examnation. To avoid future violations, the financial institution
shoul d regularly review signature cards for NONaccounts to ensure they are properly

conpl eted and that all NOWNaccount hol ders are eligible to naintain such accounts.
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Conpliance Oficer Smth promsed to review all NOWNaccount signature cards and to make
necessary corrections.
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SI GNI FI CANT VI OLATI ONS  (Conti nued) 00000-0

OTHER SI GNI FI CANT VI CLATI ONS

A violation, act, or omssion, though not substantive, that interferes with the fundamental purpose of the
relevant law or regulation in relation to the institution.

TRUTH I N LENDI NG - C osed-End Credit

NON- REI MBURSABLE VI OLATI ONS

Section 226.19(a)(1) of Regulation Z requires, in a residential nortgage transaction

subj ect to RESPA, that the bank make good faith estimates of the disclosures required by
Section 226. 18 before consunmation, or deliver or mail themnot later than three business
days after receipt of a consuner's application, whichever is earlier. [087101]

In three of the 12 hone purchase | oans reviewed, the good faith estinates of the

di scl osures required by Section 226.18 were not provided to the consumer within three
busi ness days after the receipt of the consuner's application. Failure to provide these
forms in accordance with Section 3500.7(a) of Regulation X are di scussed as appar ent
violations under the heading Real Estate Settlement Procedures on page 2.9. The forns
with good faith estinates of the required Truth in Lendi ng disclosures were not provided
timely in the foll owi ng transactions:

Application Date D scl osure
Nane Loan # Dat e Mai | ed
Carter, A K 76965 05- 11- xx 05- 19- xx
Cal dwel |, D 43926 08- 18- xx 08- 25- xx
Kincaid, J. R 58423 09- 09- xx 09- 19- xx

Managenent responded that the violations occurred as a result of a new | oan officer
wor ki ng with home purchase | oans on a part-tine basis and without the benefit of adequate
training. Assistant Vice President More stated that this m stake may have affected
approxi mately 50 applicants during the current year. She indicated that further training
will be provided.

Section 226.18(f)(1) of Regulation Z requires the follow ng disclosures for variable rate
transactions not secured by a consuner's principal dwelling or secured by a principa
dwelling with a termof one year or less: (1) circunstances under which the rate may
increase, (2) any linmitations on the increase, (3) the effect of an increase, and (4) an
exanpl e of paynment ternms that could result froman increase. [083901]

The review of 25 | oans that were not real estate related included six which contained a
variable rate feature. Truth in Lending disclosure statenents for these |oans indicated
that the interest rate is based upon an index plus margin which is subject to increase,

and that the index is based upon internally defined bank prime . Since the bank is using
an internally defined prime, the apparent violation lies in the institution's failure to
provide a brief description of the index or a statenent that any increase is at the sole

di scretion of the creditor. See Section 226.18(f)(1)of the Oficial Commentary to

Regul ation Z

The followi ng are exanpl es of such viol ati ons.

Nane Dat e Anpunt
Wave, Dean 06- 20- xXx 3, 500
DeLessio, Tim 07- 03- xx 12, 998
Roberts, Vel ma 01-17-xx 10, 010

The viol ati on was caused by an insufficient review of the disclosure forms when the forms
were created. This is considered a systemw de violation for all variable rate consuner

| oans. Assistant Vice President More estimated that 50 such | oans have been origi nated

since the financial institution began offering this type |loan in June 19xx.
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Conpliance Oficer Smith indicated that a proper description of the institution’s index
and a statenment that rate increases are at the sole discretion of the institution will be
i ncl uded on the discl osure forns.
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SI GNI FI CANT VI OLATI ONS  (Conti nued) 00000-0

TRUTH I N LENDI NG - CLOSED-END CREDI T - NON- REI MBURSABLE (conti nued)

Section 226.18(k)(1) of Regulation Z requires, when an obligation includes a finance
charge computed fromtime to tinme on the unpaid principal balance, that the creditor
i ndi cate whether or not a penalty nmay be inposed if the obligation is prepaid in full
[ 085301]

A review of a sanple of 25 consumer | oans not secured by real estate reveal ed a deficient
di sclosure relative to the required prepaynment clause. The disclosure formfails to

i ncl ude the required prepaynent clause, which relates to whether or not the borrower may
have to pay a penalty in case of prepaymnent.

Conpliance Officer Smth stated that the forns were purchased froman outside vendor and

t he absence of this required informati on was not discovered during any internal audit. He
has informed the vendor of the om ssion and corrected forms will be provided promptly.

pen-End Credit

Section 226.6(a)(1) of Regulation Z requires the creditor to explain on the initia

di scl osure statenent the circunstances under which a finance charge will be inposed,
including the tine period, if any, during which payment may be nmade wi thout incurring a
finance charge. [062501]

Section 226.6(a)(2) of Regulation Z requires an explanation on the initial disclosure
statenment of each periodic rate used to conpute the finance charge, the range of bal ances
to which it is applicable, and the correspondi ng annual percentage rate. Wen different
rates apply to different types of transactions, the creditor is required to explain which
rates apply to which transactions. [062701]

The initial disclosure statement for the overdraft protection plan fails to explain the
ci rcunst ances under which a finance charge will be inposed and also fails to state the
periodic rate used to conpute the finance charge. The omission of this information

vi ol at es the above secti on.

In May 19xx, the financial institution began offering overdraft protection |ines of
credit. As of the examnation date, 33 lines of credit had been approved, although no
draws had been made

Conpliance Oficer Smth responded that the disclosure fornms were purchased from an
outside vendor. During the exanm nation, the vendor agreed to correct the disclosure form
and furnish the financial institution with a new supply.

Section 226.9(a) of Regulation Z requires the creditor to mail or deliver the required

billing rights statement at |east once per cal endar year (at intervals of not |less than
si x nonths nor nore than 18 nonths), either to all consuners or to each consumer entitled
to receive a periodic statement for any one billing cycle. |If a short-formbilling rights

statenment is used in lieu of the annual statenent, the creditor is required to mail or
deliver the short-formstatement on or with each periodic statement. [069101]

The financial institution failed to nail or deliver the required billing rights statenents
for the overdraft protection plan on a tinely basis.

A horre equity product was added to the financial institution's offerings two years ago
(7/19xx). Twenty open-end hone equity |ines have been approved to date.

Managenent responded that they were not aware of this timng requirenent and woul d mai
out the annual billing rights statenments pronptly.
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SI GNI FI CANT VI OLATI ONS  (Conti nued) 00000-0

TRUTH I N LENDI NG - Open-End Credit (continued)

Section 226.16(d)(1) of Regulation Z requires that, if the finance charge or other charges
or paynent terns are stated in an advertisenent for a hone equity plan, the advertisenent
nmust clearly and conspicuously set forth the following: any loan fee that is a percentage
of the credit limt, an estimate of any other fees for opening the plan, the annua
percentage rate(s), and the maxi num annual percentage rate that may be inposed by the
plan. [078601]

Section 226.16(d)(3) of Regulation Z (Hone Equity Plan) requires that, if an advertisenent
contains a statenment about a m ni mum periodic paynent, it shall also state that a ball oon
paynment nmay result. [078801]

The pronotional naterials (posters and brochures) advertising the institution's hone
equity loan programare in apparent violation of both sections of Regulation Z cited
above. The advertisement states "You pay interest only nonthly and principal whenever you
like" with no reference to the possibility of a balloon payment of the entire outstanding
principal and interest at sone date in the future. The advertisenents also state "You pay
arate as low as 1+1/2%over prine." As indicated above, Regulation Z requires that if a
finance charge is included, it nmust be stated in ternms of an annual percentage rate.

Conpliance Oficer Smth responded that the home equity brochures and rel ated posters

ref erenced above were sent for printing before he had an opportunity to reviewthem M.
Smth stated that procedures will be strengthened to assure a conpliance review of all new
adverti senents before they are printed or sent to a newspaper for publishing.

FAI R HOUSI NG

Section 338.8(c) of FDIC regulations requires a bank to enter the required information on
the register within 30 cal endar days after the application is finally disposed of (that
is, application is denied or withdrawn, or |oan goes to closing). [358701]

A review of 12 hone | oan applications denied in the current cal endar year reveal ed that
three applications were not entered on the current year LAR within 30 cal endar days. The
financial institution has denied approxi nately 140 | oans year-t o-date.

Nane Not e Dat e Anpunt Loan Type
Jiles, MIton and Rosa Deni ed 10- 21- xx 5, 000 Hone | npr ovenent
Lee, R ck and Janet Deni ed 11- 09- xx 70, 000 Pur chase
Del so, Pam Deni ed 09- 17- xx 90, 000 Pur chase

Conpliance Oficer Smth stated he did not know why these denials were not entered on the
register within 30 days. No specific reason was identified as a cause of the errors.
However, the failure to record data in a timely nmanner conbi ned with the nagnitude of
i naccuraci es in the 19xx cal endar year LAR (see HVDA viol ations, page 2.2) is a cause for
concern. The financial institution should inplement a review or verification process to
ensure that all data is accurately recorded on the LARwithin the required tine franme

Conpliance Officer Smth stated that since taking over responsibility for entering the LAR
data, he has not had time to develop an auditing system He prom sed that review
procedures woul d be inplenented i mredi ately.
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REAL ESTATE SETTLEMENT PROCEDURES

Section 3500.7(a) of Regulation X of the Departnent of Housing and Urban Devel oprment
requires the lender to provide the good faith estimate to all applicants by delivery or
mail not later than three business days after the application is received or prepared.
(If a nmortgage broker is the exclusive agent of the I ender, either shall provide the good
faith estimate.) [130301]

The financial institution utilizes conbination fornms that include both good faith
estimates of Truth in Lending disclosures and good faith estimates of settlenent costs for
purposes of RESPA. Violations for failure to provide these required disclosures in
accordance with Section 226.19(a)(1) of Regulation Z are cited under the heading Truth in
Lendi ng on page 2.6. The hone purchase | oan exanpl es previously cited in violation of
Section 226.19(a)(1) of Regulation Z are also in violation of Section 3500.7(a) of

Regul ati on X, RESPA' s inpl enenting regul ation.

O the seven home inprovenent |oans reviewed, the follow ng applicants were not provided
the good faith estimate of settlement costs within the required three business days of
appl i cati on.

Nane Note # Dat e Anmount Loan Type

Adler, Kirk and Julie 345897 02- 13- xx 5, 000 Hone | npr ovenent
Bricker, Kevin and Sandy 666000 08- 24- xx 66, 600 Hone | npr ovenent
Nel son, M ke and Tam 427133 05- 10- xx 10, 000 Hone | npr ovenent

Conpliance Officer Smith attributed this error to a nmi sunderstanding as to whether homre
i nprovenent | oans were subject to RESPA. As a result, the financial institution has not
revi ened horre inprovenent |oans for conpliance with RESPA. M. Smth indicated that
procedures woul d be inplenented to ensure that the required good faith estinates are
provided within three business days. He also stated that he woul d devel op and i npl enment
RESPA conpl i ance revi ew procedures that will include honme inprovenent |oans.

Sections 3500.21(b) and 21(d) of Regulation X of the Departnent of Housing and Urban
Devel oprment requires the I ender to deliver the disclosure statenent relating to nortgage
servicing to applicant(s) for federally-related nortgage | oans and for refinancings of
nort gage | oans subject to RESPA at the tine of application or, if the application is not
conpleted in person, to mail the disclosure by first-class postage within 3-business days
of receipt. [144201]

The financial institution did not deliver the nmortgage servicing disclosure statenent at
the time of application in 14 of 31 originated real estate loans and in eight of 17 denied
hone | oan applications reviewed. The 22 applications were submtted in person yet the
applicants received the disclosure at a later date. The following is a representative
sanpl e.

Nane Note # Dat e Anount Loan Type
Garner, Janes and Véndy 049185 07- 02- xx 26, 675 Hone | npr ovenent
Starker, Ed and Lavern Deni ed 03- 30- xx 40, 000 Pur chase

W/l son, CGerald and Mary 058422 01- 03- xx 33, 133 Ref i nance

Managenent was not aware that nortgage servicing disclosure statements were required to be
provided at application if a face-to-face interview was conducted. This is considered a
systemwi de violation for all applications conpleted in person.

Conpliance Officer Smth stated he woul d i mredi ately advi se all appropriate personnel that
t he nortgage servicing disclosure statenents nmust be given at the time of application if
the nortgage application is conpleted in person.
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EQUAL CREDI T OPPORTUNI TY

Section 202.9(a)(2) of Regulation B requires a creditor to provide an applicant, against
whom adverse action is taken, a witten notice of such action that includes a statenent of
specific reasons for adverse action or a disclosure of the applicant’s right to request a
statement of specific reasons within 60 days. [337401]

A review of 40 adverse action notices for all types of credit offered by the institution
showed a consi stent disclosure of only one principal reason for the adverse action
regardl ess of the presence of other significant contributing factors. A review of the
docurent ation found in the denied loan files and interviews with loan officers reveal ed
that applicants were not informed of all the principal reasons for denial when nmore than
one principal reason caused the denial. This is considered a systemw de violation for
all applications resulting in adverse action. Exanples of such denials with respect to
hone purchase | oans are |isted bel ow

Application G her Principa
Narre Dat e D scl osed Reason Factors
Casey, Rick 05- 04- xx Cedit history Length of residence;
Lack of deposit relationship
Wight, D ane 09- 17- xx Cedit history I nsufficient collateral
Debt-to-incone ratio
Kni ght, D.and K 12-12- xx Mort gage i nsurance Unverifiable information denied

This violation was discussed with Assistant Vice President More. He indicated that he
believed the financial institution to be in conpliance with the requirenents of ECQOA but
that they would discuss this matter with the financial institution’ s attorney.

Presi dent Rogers prom sed the financial institution would revise its procedures for

conpl etion of the Notice of Adverse Action so that applicants would be provided with al
princi pal reasons for the adverse action.

TRUTH I N SAVI NGS

Section 230.8(c) of Regulation DD requires that, with certain exceptions, if the annua
percentage yield is stated, the following information to the extent applicable nust be
st at ed:

(1) Variabl e rates

(2) Ti me annual percentage yield is offered

(3) M ni mum bal ance required

(4) M ni mum openi ng deposit required

(5) Statenent on effect of fees

(6) Features of time accounts (time requirements and any

early wi thdrawal penalties) [171001]

During the nmonths of June and July 19xx, the financial institution advertised the
availability of six-nmonth certificates of deposit with an annual percentage yield of 6.50
percent. The institution's advertising file indicated that such advertisenents were

pl aced weekly in three different newspapers.

Al though these advertisenents disclosed the annual percentage yield, they failed to
identify an effective date for the annual percentage yield, the m ni numbal ance required
to obtain the stated yield, and whether early w thdrawal penalties would be inposed. The
failure to include this required infornation is considered to be a systemw de viol ation

The financial institution does not regularly advertise deposit accounts wth annua
percentage rates and the adverti sement di scussed above was the only one of this type found
in the advertising file. Conpliance Oficer Snith agreed that additional information
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shoul d have been included and prom sed to inplement appropriate review procedures.
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EXPEDI TED FUNDS AVAI LABI LI TY

Section 229.10(c)(1)(vii) of Regulation CC generally requires that the | esser of $100 or
the custoner's daily aggregate deposits of checks not subject to the next-day availability
rul es are made avail abl e on the next business day. [500701]

The financial institution' s general funds availability policy is to make deposited funds
avail able for withdrawal as of the next business day. However, deposited funds can be
del ayed | onger on both a case-by-case basis and an exception hold basis. The financial
institution has generated 13 case-by-case and eight exception hold notices since the |ast
exam nati on

The 13 case-by-case hold notices provided to depositors did not indicate that depositors
were receiving $100 or the aggregate amount deposited to all accounts on the next business
day, whichever is less. This is a systemw de violation. Exanples are listed bel ow

Nane Dat e Anmount Deposi t ed Amount Hel d
Noal |, Stacy 02- 08- xx 1, 100 1, 100
Cycl one, Anthony J. 10- 02- xx 576 576
X & X Real ty 09- 04- xx 5,401 5,401

Section 229.13(g) of Regulation CC provides that, when invoking an exception hold for an
account other than a new account, the financial institution must provide the customer with
a notice containing certain information within prescribed tine periods. (A one-tine
exception notice or notice of repeated overdrafts exception may be used for certain
exceptions.) [502901]

Section 229.16 of Regulation CC requires that the witten notice (containing certain

i nformation) on hol ds (case-by-case del ays) be provided to the depositor at the tine of
deposit unless the deposit is not made in person to an enpl oyee of the bank or the
decision to extend the tinme of availability is nmade after the time of deposit. |If the
notice is not given at the time of deposit, it nust be nailed or delivered to the customer
not later than the first business day followi ng the day of deposit. [503702]

The Notice of Delayed Availability provided to deposit custoners did not disclose the
nunber of days that the subject deposit was to be held. This is a systemwi de violation
Exanpl es are |isted bel ow

Narre Dat e Anmount Deposi t ed Type

Jones, dinton 04- 01- xx 823 Exception hold
Bento I nc. 02- 11- xx 425 Exception hold
Good, Peter B. 02- 11- xx 1, 590 Exception hold
Ellis, Ernest and Mary 02- 08- xx 1, 100 Case- by- case

The violations are attributed to a m sunderstandi ng of the $100 next-day availability rule
and a | ack of know edge concerning the disclosure requirenents for del ayed availability
notices. Conpliance Oficer Snith indicated that training on the availability of deposits
and the proper conpletion of hold notices will be conducted
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ELECTRONI C FUND TRANSFERS

Section 205.11(c) of Regulation E requires a financial institution to pronptly investigate
and determ ne whether an error occurred and transnit the results of the investigation and
deternm nation to the consuner within 10 busi ness days (20 busi ness days for foreign-
initiated and debit card transactions) after receiving notice of an error.

(Alternatively, provided the financial institution has conplied with the conditions
specified therein regarding the provisional recrediting of the anbunt of the all eged
error, it may investigate and deternine within 45 business days all point-of-sale (90 days
for foreign-initiated transfers and all point-of-sale debit card transactions) whether an
error occurred and transnit the results of the investigation and determ nation to the
consuner.) [288601]

Since the last exam nation, the financial institution received notification of six errors,
all involving an alleged unaut horized transaction with an ATM debit card. The financia
institution's general practice is to recredit the consumer's account in the amount of the
al l eged error, less $50, within ten days of receiving the notice of error, and to then
advi se the customer in witing of this action. However, in four of the six

i nvestigations, the financial institution failed to provide the provisional credit and
notification to the consuner within ten days. The four exceptions are listed bel ow

Dat e of Consumer's Acknow edgrent
Narre Error Notice Notice Date
Li ster, Joyce 02- 05- xx 03- 15- xx
Paynore, Jackie 10- 12- xx 12- 06- xx
@n, M chael 04- 08- xx 04- 05- xx
Dudl ey, Kenneth J. 01- 18- xx 03- 02- xx

Conpliance Officer Smith could not provide a reason for the delay in recrediting and
provi di ng acknow edgnents in the above cases. He pronised that Section 205.11(c)(2) wll
be closely followed in the future with respect to the investigation of unauthorized debit
card transacti ons.

The financial institution's review of videotapes fromcaneras at ATMs where al |l eged
unaut hori zed transactions were reported found that all transactions were nade directly by
the custoner or a famly menber and that no errors occurred.
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Rei mbur sabl e Vi ol ati ons - Cl osed- End 00000-0
Required Data :
Borrower's Name Bul | et Si | ver Howar d
Loan Number 048084 047411 048137
1. Loan Type I nstal | ment I nstal | ment I nstal | ment
2.Oigination Date 3- 26- xx 5-11- xx 4- 5- xx
3. Loan Anount 8, 029 5, 000 5, 348. 15
4. Prepaid Fi nance Charge
5. Amount Fi nanced 8, 029 5, 000 5, 348. 15

6. Expl anat i on of
adj ust nent to Amount
Fi nanced (if applicable)

Consuner failed to indicate approval

life or credit disability insurance.

of purchase of credit

7. Paynment Schedul e: 48 @ 206. 16 24 @234.27 48 @ 146.51
8. Days to the First 30 30 44
Payment
9. Di scl osed APR 8. 989 6. 507 9. 015
10. Cal cul at ed APR 10. 652 11.529 13. 843
11. Expl anati on of APR Failed to include fees for credit life and credit
Under st at errent disability insurance in the anount financed.
12. Lunp Sum Rei nbur senent 314.78 280. 73 709. 37
as of Final Paynent
Dat e
13. Lunp Sum Rei nbur sement :
(a) As of Payment # 8 6 5
(b) Amount 231. 62 253. 75 509. 61
14. Lunp Sum Pmt Reducti on:
(a) As of Payment # 8 6 5
(b) Lunp Sum Portion 44.76 66. 68 62. 28
(c) Reduced Prt Amount 200. 71 223.31 134. 24
(d)# of Reduced Pnts 40 18 43
(e)dd Pmt Amt (i f any)
(f)# of Qdd Pnts
15. D scl osed Fi nance 1, 609. 39 363. 85 1, 167. 20
Char ge
16. Cal cul at ed Fi nance 1, 866. 68 622. 48 1, 684. 33
Char ge
17. Fin. Charge Adjustnent 210.75 258. 63 484. 18
18. Expl anati on of Fi nance Refer to Line 11 above.
Char ge Under st at errent
Note: The larger of the Finance Charge Adjustnment or Lunp Sum Rei mbursenent will be the basis for naking any

rei mbursement when both are found to be understat ed.
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**** The APR Program Documentation is included for illustrative purposes.****
This printout is not intended to be a report page.

** APR PROGRAM DOCUMENTATI ON **

Prepar ed By: V.R Sharp

Dat e: July 5, 19xx
Borrower's Nane: Bul | et

Account Nunber: 048084

Nane of Lender: Bank of Anytown

Oiginal Ceditor: Bank of Anytown
LOAN | NFORVATI ON - ORI G NAL | NPUT
Amount Fi nanced 8, 029. 00

Di scl osed (Estimated) APR = 8. 9890
Di scl osed Fi nance Charge = 1, 609. 39

Paynment Frequency Monthly (I nstall ment)

DI SCLOSURE | NFORVATI ON - QUTPUT

Amount  Fi nanced = 8, 029. 00
FI NANCE CHARGE = 1, 866. 68
Total of Paynents = 9, 895. 68
Present Val ue of Paynents = 8, 286. 23
(using 9.500%
ANNUAL PERCENTAGE RATE = 10. 6521
** VI QLATION ** The APR is understated by: 1. 6631%
** VI QLATION ** The FI NANCE CHARGE i s understated by: 257.29

Not e: The repayment schedul e appears on the next page.



** TRUTH | N LENDI NG REl MBURSEMENT DOCUMENTATI ON **

ADJUSTED APR PRORATE FACTCR APR ADJUSTMENT AS OF FI NAL PMI' DATE
9.239 % 0. 9735856717 -314.78

PMI' STREAM NO ORG PMr ADJUSTED PMI NO COF PMIS PDS - DAYS

1 206. 16 200.71 48 1 0

LUW SUM / PAYMENT REDUCTI ON METHCOD: - 44.76
(This adjustment covers paynent(s) 1 through 3)

LUW SUM METHCD (Wth no future reductions): - 231.62
(This adjustment covers paynents 1 through 24)

FI NANCE CHARGE ADJUSTMENT (using 10.091 % APR): - 210.75

* % ,\D‘I’E * %

When both an APR and Fi nance Charge Adjustnent appear:

Conpare the life of the |loan APR adjustment to the life of the | oan Finance
Charge adjustnment. Reinbursenent is applicable only to whichever one reflects
a |l arger reinbursement anount.

For fixed-rate loans, the life of the loan APR adjustnent is the APR ADJUSTMENT AS OF
THE FI NAL PAYMENT DATE. For variable rate loans, the life of |oan APR adjustment is
the adjustnent as of the end of the first rate change period (i.e., the |lunp sumval ue
fromthe LUW SUM/ PAYMENT REDUCTI ON METHCD).

Once the adjustment is identified, it may be cal cul ated by using either the Lunp Sum
or Lunp Suni Payment Reduction adj ustment met hod.

To determ ne the “payment reduction” anount for finance charge adjustment, divide the
FI NANCE CHARGE ADJUSTMENT by the nunmber of paynents to get the adjustnent per payment.

For variable rate loans, if the rate change date has not yet occurred, the |unp sum
paynment applicable to the entire rate change period nay be cal cul ated as of the date of
adjustnent (i.e., determne its present value for an APR adjustrent and, if applicable,
calculate the prorated share of the finance charge adjustnent).

For single paynment |oans, adjust the payment or, if the payment has not yet been mnade,
the creditor nay cal cul ate the adjustnent as a | unp sum paynent as of the date of
adjustnent (i.e., its present value is determ ned).



OTHER VIOLATIONS 00000-0

Violations cited below are infrequent, sporadic or irregular deficiencies which neither individually or
collectively represent serious concern for the financial institution but require corrective action where

appropriate.

IDENTIFICATION OF
TRANSACTION OR EVENT

SECTION AND DESCRIPTION OF VIOLATION

TRUTH I N LENDI NG

Bade, Sue
85, 000; 04-26- 19xx

Dean, Joseph
13, 000; 03-10- 19xx

FAI R HOUSI NG

June 19xx, adverti senent
The Anytown Sun

FAI R CREDI T REPORTI NG

Phillips, Lee and Joyce
Deni al ; 08- 10- 19xx

Jel se, John
Deni al ; 07-17-19xx

ADVERTI SEMENT OF NMEMBERSHI P

August 19xx, adverti senent
The H spanic News

226.18(m

Bank did not properly disclose an interest in
property acquired with | oan proceeds. Error was
due to oversight. [085901]

226. 25(a)

There was no evidence that the disclosures were
mai ntai ned for two years after the date the

di scl osures were provided. This loan file was
apparently nis-placed. [090901]

338. 3(a)

Thi s home i nprovenent | oan advertisenent did not
i ncl ude the Equal Housing Lender Logo. Error
was due to oversight. [352201]

615( a)

Applicants were not advised that information
obtained froma credit report contributed to the
deni al . This exception appears to be
attributable to an oversight. [111301]

615( a)

Appl i cant was not provided the name and address
of the credit reporting agency used to obtain
credit information. This exception appears
attributable to an oversight. [111302]

328.3

This advertisenent soliciting deposits did not

i nclude "Menber FDIC'. The onission was due to
oversi ght. [800301]
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COVMUNI TY REI NVESTMENT 00000-0

(optional page)



FDI C 6410/ 07 (12-93)

4.1



COWVPLI ANCE -

SUPERVI SORY SECTI ON

CERT NO. 0 |0 |0 |O |O [|-]O
BANK NANME Bank of Anytown
aTY STATE TOTAL ASSETS (000s)
Anyt own 84, 400
Anyst ate
REG ON FI ELD OFFI CE NO. OF OFFI CES OFFI CES EXAM NED
Any 2 1
Anyt own
CURRENT EXAM NATI ON EXAM NATI ON LAST COWPLI ANCE
EXAM NATI ON DATE STARTED COVPLETED EXAM NATI ON DATE
TI ME TI ME
07-01- | DATE DATE 03- 13- XX
XX 8: 30AM 07- 5:45  07-
01- XX 20- XX
RATI NGS:
CURRENT 3-4-3/3 LAST 3-3-3/3
COWVPLI ANCE COVPLI ANCE
CURRENT CRA RATI NG LAST CRA RATI NG
Conposi te- 3-2-2-2-
Sati sfactory* 2/ 2
WORKI NG HOURS GG IN | QUT TOTAL
EXAM NER- | N- CHARCE Sharp, V. R 14 87 | 70 157
OTHER EXAM NATI ON Young, C M 12 61 61
STAFF: Smart, A. D. 11 36 36
New, D. 11 36 |40 76
TOTAL HOURS 22 | 110 330
0
* CRA Performance Levels are as foll ows:
Lendi ng Test Sati sfactory
-Loan-to-deposit ratio - Meets standards

-Assessnent area(s) concentration
- Geogr aphi c distribution of

| oans

-Borrower’s profile
- Response to CRA conplaints

| nvest nents and Services

Presi dent Rogers confirned that the institution did not
i nvestments and services were not

“Qut st andi ng”
Bank”

Bank of Anytown is a subsidiary of Anytown Bank Corporation,

hol di ng conpany.

President and Chief Executive Oficer
institution for 27 years and is responsible for

CRA rati ng,
CRA exam nation procedures were used

t herefore

Patrick J.

- Exceeds st andards

- Meet s st andards
- Meet s st andards

-No conpl aints received

N A

ask

Roger s has

managi ng its daily operations.

to be considered for
revi ewed.

an
“ Smal |

Anyt own, Anystate, a one-bank

been enpl oyed by the financia
Presi dent

Rogers relies on Assistant Vice President and Conpliance Oficer Anthony Snmith to ensure

that the financia

l ending | aws and regul ati ons and CRA

institution is in conpliance with various consumer

protection and fair
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COVPLI ANCE REPORT 00000-0
( SUPERVI SORY SECTI ON CONTI NUED)

In addition to his responsibilities as Conpliance Officer and CRA Officer, M. Smth
serves as the Bank Secrecy Act (BSA) Officer, and Security Oficer. M. Smith

acknow edged that he does not have adequate time to handle his assigned responsibilities
other than credit adm nistration. Assistant Vice President Dorsey Moore is primarily
responsi ble for conpliance in the real estate lending area. M. More' s experience with
regul ations relating to consuner real estate lending is linted. President Rogers agreed
that the institution's efforts to establish proper conpliance procedures for the |ending
area have been weak. He acknow edged that credit procedures should provide for an on-
going review of the institution's conpliance with consumer protection and civil rights

| aws and regul ati ons.

The board of directors and senior managenent of the institution are not devoting
sufficient time nor resources to the conpliance program Conpliance Officer Smth's nmany
other responsibilities prevent himfrom properly adm nistering the conpliance program As
a result of managenent’s |ack of progress in correcting and preventing repeat infractions,
the board will be asked to sign a Menorandum of Understandi ng. The nunber, nature, and
severity of violations cited this exam nation are indicative of an inadequate conpliance
program The nunber and type of violations have increased since the |ast exam nation
Truth in Lending reinbursenent violations are cited this exam nation affecting

approxi mately 53 | oans totaling $10,725. Violations are primarily attributed to

enpl oyees’ lack of famliarity with consuner protection and fair |ending | aws and
regul ati ons, nmanagenment’'s failure to inplenent adequate nonitoring controls, and the
board's failure to properly supervise the conpliance program

Based on the | ess than satisfactory conpliance posture of the financial institution, a
Menor andum of Understanding is recommended to ensure pronpt corrective action and future
conpliance in the areas of consunmer protection and fair |ending.

Wth respect to the Truth in Lending reinmbursable violations cited in this report,
Conpliance Oficer Snmith estimtes that reinbursement arising out of this error will be
approxi mately $10,725. This estimate is based on the financial institution's file search
and a cal culation of restitution based on the anpunt of the credit life or credit
disability insurance fee on unsecured consuner |oans |ess than $10, 000.

The estimated total nunber of consunmer | oan accounts involved are as foll ows:

Nunber / Anpunt

Qut st andi ng 31/ $ 6,225
Ter m nat ed 22 |/ 4,500
Tot al 53 / $10, 725

A civil noney penalty of $3,000 is recommended for the HVDA inaccuracies cited at this
exam nation. The 19xx Loan Application Register had 63 entries, of which a total key
colum error rate of 20.8% was found. A separate menorandum has been prepared to the
Regi onal Office in support of this recomendation for civil noney penalties.

Anot her serious deficiency identified during the course of this examnination was the
institution's lack of conpliance with federal flood insurance regulations. This
deficiency has resulted in a |l awsuit against the financial institution by a borrower,
Maxwel | Davis. M. Davis is seeking damages resulting fromthe 19xx destruction of his
nobi |l e home by flooding. M. Davis has alleged that the financial institution had the
responsibility of determ ning and notifying himthat his nobile honme, the collatera
securing his loan, was located in a flood hazard area. He further alleges that the
institution had the obligation of requiring that he obtain flood i nsurance as a condition
of receiving the |oan

Director Mckey Morton, who is also the institution's attorney, has assured the board that
M. Davis' clainms are unsupportable and that the institution has no liability. However,
Director Mdxrton's assurances nmay be without nerit given the institution's failure to
conply with the flood insurance regulations with respect to nobile honmes located in
trailer parks. In other jurisdictions, courts have found for borrowers in such
situations.
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COVPLI ANCE REPORT 00000-0
( SUPERVI SORY SECTI ON CONTI NUED)

No consuner conplaints were received since the prior exami nation

The estimated total exam nation hours planned prior to the exanmi nation’'s start date was
240 hours. Approximately 60 additional hours were required to review identified problens
with reporting home | oan application information on the LAR

Note for future exam nations: This exam nation was conducted concurrently with a FDIC

Saf ety and Soundness examnination. During the managenent neeting, President Rogers
indicated that the institution prefers concurrent exanmi nations. The institution's main
of fice has anpl e space to accompdate exam nation staff. Examination working hours were
restricted from8:30 AM to 5:45 P.M by the institution. The Exam ner-in-Charge should
make arrangerments with the institution for working hours at the start of the next

exam nati on.

Bank of Anytown offers no el ectronic banking services. Management is researching the
feasibility of offering stored value cards to its customers.

A full review of the institution’'s conpliance with fair |ending was perforned. After
reviewi ng the HVDA LAR, a question was raised concerning application/denial rates for
American Indians. To deternine whether disparate treatnent of American |ndians occurred,
a conparative loan file analysis was performed. The target group was Anmerican |ndian
applications and the control group was white applicants. A total of x files for the
target group and 2x for the control group were reviewed. No evidence of disparate
treatment was identified. The Mortgage Lendi ng Deci sion Analysis (MDA) worksheets are

i ncluded in the workpaper files.

Conmunity Contacts were conducted by the exanining staff as foll ows:

Ms. Celia Jones

Urban Action G oup

144 Penn Street

Anyt own, Anystate 12345
123- 456- 7891

Rol and Enke

City Planning Conmmi ssion of Anytown
201 Main Street

Anyt own, Anystate 12345
234-567-8912

Randal Bechard

Jonesbor ough Nei ghbor hood | nprovenent Counci
156 O d Market Street

Anyt own, Anystate 12345

345-678-9871

Rever end Joseph Conners

Chai rman of the Anytown Advancenent Associ ation
103 Richman Street

Anyt own, Anystate 12345

987-876-9090

Al'l intervi ewees expressed the general opinion that the financial institution is not a
maj or player in the local credit market for small business and | ow and noderate-incone
credit products.
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FDIC COMPLIANCE DATA ENTRY FORM

The hard-copy Data Entry Form has been replaced by an automated L otus form.

Access the Data Entry Form through the automated Compliance Report of Examination Menu. It islocated
under item 6, Upload Menu.
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